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TAIWAN'S KEY ECONOMIC INDICATORS 


All Values in US$ million+” Prel. Est. % Growth 
unless otherwise indicated 1982 1983 1984 1983 1984 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 46,720 . . 49,754 58,870 082 16.6027 
GNP at Constant 1976 Prices 27,974 29,260 32 ,662 ‘ 10.0027 
Per Capita GNP, Current Prices (US$) 2,554 2,673 3,112 b 14.7627 
Plant & Equipment Investment at 7,928 7,428 7,900 d 4.8027 
1976 Prices 
Indices (1981=100): 
Industrial Production 97. 110. 126. . 14.10 
‘Agricultural Production (1976=100) 107. 108. 109. ‘ 0.50 
Manufacturing Wage 108. 115. 127. . 10.00 
Labor Productivity 102. 112. 124. ‘ 10.00 
Labor Force (1,000 persons) 6,959 7,266 7,520 ‘ 3.50 
Unemployment Rate (%) zs ae 2. 
Mid-Year Population (1,000 persons) 18,271 18,590 18,887 


MONEY AND PRICES 


Money Supply (M-2) 13,070 
Interest Rates (prime, %, p.a.) th 
Price Indices (1981=100) 
GNP Deflator (4th Quarter, '76=00) 165. 
Wholesale Prices (December) 99. 
Consumer Prices (December) 103. 


BALANCE OF PAYMENTS AND TRADE 


Balance on Current Accounts 2,248 4,452 6,360 j 
Balance of Trade _ 3,316 4,836 7,360 45.84 
Exports (FOB> 22,204 25,123 32,660 13.15 
To U.S. 8,758 11,333 15,400 29.40 
Imports (CIF) 18,888 20,287 25,300 7.41 
From U.S. 4,563 4,646 5,600 1.82 


Value of Major Imports from U.S. in 1983 (US$ Million): Chemicals, 998 ; 


Electronic/Electrical Goods, 617; Machinery, 481; Corn, 444; Soybeans, 370; Wheat, 114 
Cotton, 94. 


Note: +“ ‘Exchange rate (NT$ per US$): Yearly average--NT$39.13 for 1982, 
NT$40.08 for 1983, and estimated NT$39.50 for 1984; at year end-- 
NT$39.93 for 1982, NT$40.27 for 1983, and estimated NT$39.00 for aaa 
2” Percent change based on NT dollar value. 
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Overview and Summary 


With what almost approaches monotonous regularity, Taiwan's economy 
turned in another excellent performance in 1983. Economic growth 
was 7.1 percent. Industrial production increased 12.8 percent. 
Wages rose 10.4 percent. Unemployment was 2.7 percent. The 
inflation rate was 0.5 percent. The overall trade surplus was $4.8 
billion. Exports to the United States totaled $11.2 billion and 
imports from the United States amounted to $4.6 billion; Taiwan's 
trade surplus with the United States was valued at $6.7 billion. 


Taiwan's economy maintained its momentum through the first four 
months of 1984, with growth rates breaking 12 percent in the first 
quarter and hovering at ll percent through June 1984. Statistical 
comparison of the first four months of 1983 and the same period in 
1984 reveals that industrial production rose from 4.7 percent to 17 
percent, fixed investment grew from minus 7.8 percent to plus 4 
percent (three month figures), idle industrial capacity dropped from 
over 25 percent to less than 20 percent and industrial power 
consumption surged from 3.9 percent to 12.7 percent. Exports 
advanced substantially, from 1.5 percent to 31.2 percent, as did 
imports, from minus 7.7 percent to plus 12.9 percent. Export orders 
received ballooned from 2.4 percent to 25 percent. Export orders on 
hand at the end of April 1984 were sufficient to sustain 
manufacturing activity through 56 work days. Prices were stable, 
increasing by roughly 5 to 7 percent. However, pressure induced by 
cost-push inflation mounted due to growth in the trade surplus. 
Unemployment dropped from 2.93 percent to 2.30 percent. The 
American Institute in Taiwan in Taipei (AIT/T) estimates that 
Taiwan's economic growth for 1984 may be as high as 10 percent. 
AIT/T also expects industrial production to rise 14 percent, exports 
to grow 30 percent, imports to advance 25 percent and the total 
trade surplus to swell by over 50 percent to $7.36 billion. 


(AIT/T) anticipates that Taiwan exports to the United States will 
grow 36 percent from $11.3 billion in 1983 to $15.4 billion in 
1984. Imports from the United States totaled $4.65 billion in 1983 
and should increase 20.5 percent to $5.6 billion this year. If 
current trends continue unabated, Taiwan's surplus with the United 
States should easily surpass 1983's $6.687 billion, possibly 
exceeding $9.8 billion for all of 1984. 


Note: Unless otherwise indicated in the text, percentages 
expressing change refer to a specific period of time in one year 
compared to the same period in the previous year; for example, the 


first quarter of 1983 compared to the first quarter of 1982 or all 
of 1984 compared to all of 1983. 





Taiwan made notable progress in revising its industrial structure 
during 1983 and the first six months of 1984. Taiwan substantially 
reduced its reliance on foreign oil as a primary energy resource and 
launched a six year agricultural program (1984-1989) that encourages 
the cultivation of grains other than rice. Taiwan reduced foreign 
borrowing in 1983, even though it has maintained a solid credit 
rating enhanced by a debt/service ratio of 7 percent. This 
financial pattern should be sustained through 1984 as a result of 
high interest rates on foreign currency loans and a domestic problem 
with an overexpanded money supply. In the past eighteen months, the 
authorities acted to curb what they perceived to be inflationary 
tendencies, but carefully avoided any measures potentially injurious 
to Taiwan exports. Taiwan focused more intensely on the United 
States as its primary export market while becoming even more 
dependent on Japan for imports. Taiwan trade with Europe ebbed in 
1983. 


Although Taiwan has a young, high quality labor force, mounting 
wages are slowly forcing Taiwan out of major labor-intensive lines. 
Lack of highly skilled technical personnel is a major obstacle 
towards further economic development. 


Implications for the United States 


Taiwan's ongoing economic recovery has somewhat stimulated U.S. 
imports. However, a strong U.S. dollar together with the slow pace 

of Taiwan's long awaited import liberalization program continue to 
hamper U.S. sales to the island. 


Many of Taiwan's major projects have been reactivated as a result of 
the economic recovery and Taiwan plans to import equipment in 
sectors where U.S. manufacturers are strongly competitive. Thus, 
U.S. firms are in a position to supply equipment for Taiwan's 
nuclear power project, new energy resources, grain handling and food 
processing facilities, harbor and airport development, pollution 
control projects, a mass transit system project and improvements in 
telecommunications systems. 


Best prospects for U.S. exports continue to lie in high tech areas, 
especially computer systems and peripherals, automation equipment, 
analytical and scientific instruments, electronic components, 
automatic production equipment (robotics), telecommunications, 
pollution control and medical equipment. 


U.S. sales to Taiwan continue to face import barriers. Despite some 
recent relief, much remains to be done before a general 
liberalization of imports is realized. Commercial counterfeiting 
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remains a serious problem. Some progress has been made in the area 
of trademark protection but draft patent and copyright legislation 
is still pending; little movement has been made towards passage of 
an unfair competition law. 


Projected Economic Growth for 1984 


AIT/T has revised its estimates for Taiwan's projected economic 
growth in 1984, based on the island's economic performance over the 
first four months of the year. Growth in real GNP is estimated at 9 
to. 10 percent, a reasonable target assuming continued strong export 
sales to the U.S. market. Inflation rates may touch 7 percent for 
consumer prices, 5 percent for wholesale prices and 6 percent for 
the GNP deflator. The money supply (M-2) may grow at a 20 percent 
annual rate and interest rates, which dropped from 8.5 to 8.25 
percent in May 1984, could rise again to at least 8.5 percent later 
in the year. Estimated real growth is 7.3 percent for private 
consumption and 5.5 percent for public sector consumption. Real 
investment is projected to increase 5 percent. Total exports are 
expected to grow by 30 percent to $32.66 billion and imports will 
increase by 25 percent to $25.3 billion; Taiwan's total trade 
surplus for 1984 may reach $7.36 billion. Labor productivity may 
rise 10 percent with unemployment estimated at approximately 2 
percent. 


Industry 


Taiwan's industrial sector consolidated the growth achieved in 1983 
and continued to advance strongly over the first four months of 
1984. The Council for Economic Planning and Development (CEPD) 
conducted an industrial sector survey in March 1984 which concluded 
that the work week increased by several hours, that the number of 
production workers grew 7.8 percent and that the facility 
utilization rate now exceeds 82 percent. Sales rose 33 percent. 
Inventory stocks declined. Orders received from local and overseas 
markets expanded 40 percent. Whereas a number of major companies 
were financially imperiled throughout much of 1983, strong economic 
gains late in the year and in early 1984 helped to reverse the 
perception that the economy was in difficulty; the common view is 
now that the economy successfully weathered a shakedown. Moreover, 
the excellent economic performance over the first four months of 
1984 coupled with optimism over Taiwan's future prospects stimulated 
local stock market prices to soar 58 percent, a rise unequaled in 
the market's history. Analyses of Taiwan's four major industrial 
sub-sectors follow. 





Manufacturing 


The manufacturing sector which turned in a strong performance (12.8 
percent growth) in 1983 continues to improve, expanding 18.3 percent 
in the first four months of 1984. As of March 31, 1984, the 
manufacturing sector's work orders were sufficient to occupy 
producers for 57 work days. AIT/T expects that work orders received 
will remain at this level throughout 1984 and that manufacturing 
production will grow about 16 percent for the year. 


The growth pattern and comparison of performance statistics for 
heavy and light industry indicate that the manufacturing sector, 
actively guided by current development policy, is gradually shifting 
from a labor-intensive towards a more capital- and 
technology-intensive industrial structure. Heavy industry including 
basic metals, petrochemicals, electric and non-electric machinery 
and related products, and transportation equipment grew nearly 22 
percent in 1983; light industry, including food processing, 
textiles, footwear and sporting goods showed only a 6 percent gain 
over the year. This pattern was maintained over the first four 
months of 1984 as heavy industry, led by electric and non-electric 
machinery, advanced 24 percent while light industry grew only ll 
percent. Electronic products, a light industry, had the best record 
of any single industry in Taiwan. Production of computers, computer 


terminals and video tape recorders, virtually nonexistent five years 
ago, experienced growth rates ranging from 50 to nearly 660 percent 
in 1983. By way of comparison, textiles, formerly Taiwan's largest 
industrial sector, saw its share of the manufacturing sector 
decline, from 23 percent to 19 percent, over the same period. 


The authorities now expect that reorganization of Taiwan's economy 
into a more highly capitalized and technologically based industrial 
structure will require less transition time than previously 

assumed. The benefits available under a series of incentives 
instituted in mid-1983 together with the introduction of a special 
program to subsidize the development of new products reinforce this 
assumption (initial funding for the special program was $3.75 
million). New regulations for establishment and management of 
venture capital firms were implemented in November. The first 
application, for a firm with a paid-in capital of $5 million, was 
approved in March 1984. These programs have been devised to foster 
the development of strategic industries such as computers, computer 
peripherals, electronic components, integrated circuit boards, color 
television picture tubes, video recorders and auto metal foundries. 
In addition, the scope of the satellite factory system, designed to 
integrate production and distribution systems and to increase the : 
overall efficiency of firms involved in various © 
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production stages of specific industries, was expanded in September 
1983. This system involves automobiles, machinery, electronics, 
computers, motorcycles, metal processing, petrochemicals, whole 
plant exports and large, specialized trading firms; participants 
qualify for tax incentives and low interest financing. 


Mining 


Taiwan's mineral resources, scarce in quantity and relatively 
inaccessible, are insufficient for domestic needs. The basic sector 
activity is coal mining; oil and natural gas production is 
negligible. Taiwan has non-metallic mineral resources such as salt, 
marble, limestone, talc, gypsum, sulphur, asbestos, dolomite, china 


Clay, mica, serpentine and chiolite, but the production value of 
these minerals is low. 


Indigenous coal, oil and gas supplied only 8.9 percent of Taiwan's 
total energy requirements in 1983 with coal accounting for half of 
this total. Indigenous energy production was 9.2 percent for the 
first three months of 1984 (43 percent of production supplied by 
coal). In 1983, imported energy resources supplied 87.6 percent of 
total energy requirements; nuclear power supplied 13.5 percent, 
coal supplied 13.1 percent and oil accounted for 61 percent. More 
than 80 percent of Taiwan's oil imports must pass through the 
Straits of Hormuz. Hedging against possible interruptions in oil 
deliveries, Taiwan has increased its strategic oil reserves from a 
three month supply to a five and a half month supply, with a 15 day 
floating reserve on tankers at sea. Nonetheless, any interruption 
in oil shipments will severely affect Taiwan's economy. 


Mining sector output suffered a general decline of 4.5 percent in 
1983, but advanced slightly, 1.5 percent, in the first quarter of 
1984, First quarter coal production dropped by 4.3 percent; 
petroleum and natural gas gained by 18.5 percent and 12.2 percent, 
respectively. Non-metallic minerals advanced 13.6 percent. 


‘Taiwan, lacking easily accessible energy resources, cannot expect 
substantial growth in indigenous energy production. Similarly, 
although Taiwan is rich in non-metallic mineral resources, many of 
these deposits lie in an area that were designated as public park 
lands in May 1984 and environmentalists strongly oppose exploitation 
of park areas. These factors will hamper further industry 


development and, at best, mining will grow only 2 to 5 percent in 
1984. 





Public Utilities 


Electric power production and distribution accounts for nearly 87 
percent of all output in the utilities sector. The handling and 
distribution of liquefied petroleum gas, natural gas and water 
supplies accounts for the remaining 13 percent of utility production. 


Improved economic performance stimulated substantial growth in both 
industrial and non-industrial power consumption in 1983. The 
increased use of electric household appliances, especially 
air-conditioners, accounts for the heightened consumption in the 
non-industrial category. Power consumption increased across the 
board during the first quarter of 1984 as the entire public 
utilities sector grew about 12.5 percent in the first quarter. 
Industrial and non-industrial power consumption rose 11.6 percent 
and 12.3 percent, respectively, during this time period. AIT/T 
estimates 1984 growth will be about 15 percent for the year. 


The third nuclear power plant project is progressing on schedule. 
The first unit began commercial operations in May 1984 and the 
second unit should start up in 1985. The fourth nuclear power 
plant, originally scheduled for 1982, but postponed due to forecasts 
of low future power demands, will probably go forward in 1984 due to 
Taiwan's strong economic performance in late 1983-early 1984 and the 
potential for disrupted oil shipments that might result from the 
Iran-Iraq war. The authorities are expected to issue a decision on 
the future status of the fourth plant before the end of the year. 


Despite an excellent water supply system maintained by ongoing 
reservoir and dam projects, an expanding population and rapid 
industrial development frequently cause severe summer water 
shortages in the Taipei metropolitan area. To address this problem, 
Taiwan began construction of a large reservoir complex in 1979 which 
will double the Taipei area's water supply when completed in 1987. 
With a total cost of $311 million, the resevoir will go into partial 
use in 1984. 


Construction 


AIT/T believes that growth in the construction sector will be about 
5 to 10 percent for 1984. After shrinking by 30 percent in 1982 and 
GQwindling an additional 7.1 percent in 1983, the construction sector 
rebounded as a result of the strong economic upswing in the second 
half of 1983. Growth for the first quarter of 1984 was nearly 13 
percent. However, a CEPD survey reveals that the total floor area 
for planned construction starts registered with the Taipei municipal 
authority during the first quarter of 1984 is 21 percent less than 
those 





registered during the same period in 1983. Thus, despite 
indications of renewed confidence in this sector, as evidenced by 
tremendous mass media real estate advertising campaigns, sector 
growth in the near future may not be as rapid as formerly 
estimated. 


Agriculture 


Agriculture's share of GDP has decreased from over 38 percent in 
1953 to about 8 percent in 1982. Even with a 1.5 percent increase 
in production, agriculture's share of GDP came to only 7.4 percent 
for all of 1983 and continued to decline in the first quarter of 
1984, dropping to a low 6.5 percent. The CEPD projects that 
agricultural growth will be only 0.5 percent in 1984 and that the 
sector's share of GDP will be 6.9 percent. While agreeing with the 
CEPD growth estimate, AIT/T projects the sector share of GDP at 6.5 
percent or less due to the anticipated high growth of the other 
economic sectors. 


The steady decline of agriculture's share of GDP indicates that 
agriculture simply cannot match the productivity of Taiwan's 
non-agricultural sectors particularly in paddy rice farming, 
Taiwan's major crop. Taiwan has greatly decreased its rice 
consumption in recent years creating a large rice surplus despite 
the 0.7 percent annual growth in rice production over the past five 
years. Rice production is heavily subsidized to protect farmers. 
In 1977, Taiwan began to export large quantities of subsidized rice 
to ease pressure caused by the mounting surplus; rice exports 
during the period 1977-1983 came to 2 million metric tons (MT) with 
exports of 532,620 MT in 1983. Taiwan is now addressing its rice 
surplus problem through a six-year program which encourages farmers 
to shift part of their production away from rice towards other 
grains, such aS corn or soybean, or towards other pursuits such as 
raising fish. Farmers who participate in this program are offered 
PIK type subsidies and price guarantees for their crops. In 
addition, the authorities have announced that animal feed producers, 
most of whom import grain, must buy a fixed amount of domestic 
grain, including old stocks of rice, for use as feed. Thus, the 
solution to the rice surplus problem will come partly at the expense 
of grain imports, an area currently dominated by the United States. 


Investment, Capital Flow and Public Finance 


AIT/T expects growth in fixed capital formation of nearly 5 percent 
for all of 1984. Fixed capital formation declined 4 percent in 
1983, but Taiwan's healthy economic growth sharply reduced idle 
industrial capacity from 25 percent early in 1983 to 20 percent by 





the end of the year. Idle capacity dropped further to 17.7 percent 
by the end of March 1984, resulting in a 4 percent rise in fixed 
capital formation over the first quarter. 


Foreign investment, which increased a moderate 6.4 percent in 1983 
($404 million for the year), totaled $128 million in the first 
quarter of 1984, a surge of over 200 percent. This investment 
influx can be attributed to action on several large scale investment 
projects in March-April 1984. One large investment project involved 
the sale of a heavy-duty vehicle plant ($42.5 million) to a Japanese 
firm in March 1984. Another project was the expansion of a 
U.S.-invested computer peripherals production facility ($14.8 
million) in April; the American firm plans to invest an additional 
$15.2 million later this year. Protracted negotiations involving 
the waiver of mandatory export performance requirements resulted in 
approval for another U.S. firm's planned investment of $20 million 
in a joint venture to manufacture sanitary products. In addition, 
following a Ministry of Economic Affairs‘ (MOEA) announcement that 
foreign investors would be granted greater access to Taiwan's 
service sector, approval was granted to an American financial’ 
institution's $1.25 million planned investment to establish a joint 
venture leasing company with three Taiwan banks,. The Taiwan 
authorities have also announced that foreign investors would be 
permitted to establish large trading firms, although requirements 
are stricter than those applying to local investors. 


Three additional planned investment projects may be approved in 
1984: the Japanese joint venture auto plant investment (annual 
production of 300,000 compact cars), a joint venture with a U.S. 
firm to manufacture digital switching equipment and the Taiwan 
Aluminum Corporation's joint project with a U.S. firm. AIT/T 
estimates that foreign investment in 1984 will total about 

$500 million. 


Assuming no significant changes in FY-1984, actual revenues in 
Taiwan's FY-1984 central budget will exceed planned revenues and the 
actual budget deficit for FY-1984 will be smaller than the planned 
deficit of $807 million. Taiwan's FY-1984 central budget, which 
initially incorporated a 4.5 percent decrease in planned 
expenditures, has been revised to allow planned expenditures to 
increase 1.1 percent. Brisk economic activity in FY-1984 to date 
makes it likely that the growth rate will rise from 8.6 percent in 


the first quarter (July-September, 1983) to an estimated 11 percent 
for the last quarter (April - June, 1984). 





Taiwan's total central budget for FY-1985 is $9 billion. Planned 
expenditures in Taiwan's proposed central budget for FY-1985 show an 
increase of 11.3 percent over the FY-1984 budget and the budget 
deficit for FY-1985 is estimated to be $747 million, about 1.2 
percent of Taiwan's GNP. National defense has been allocated nearly 
40 percent of the budget in terms of dollar amounts. The science 
and education budget allocation enjoys the greatest percentage 
increase (more than 20 percent) over FY-1984 expenditures, 
reflecting one target of the current ten-year economic plan (1980 - 
1989). The plan calls for total public and private research and 
development expenditures to be raised from 0.7 percent of GNP in 
1982 to 2 percent of GNP in 1989. 


Public sector investment is expected to drop from 11.3 percent of 
GNP in 1983 to 9.7 percent in 1984. The Taipei underground railway 
project, started in July 1983, was the only new major public project 
begun last year. Half of the twelve major public projects underway 
Since 1978, most of which involve power and irrigation facilities or 
transportation projects, have been completed and the remaining 
projects are nearing their final stages. The authorities are 
considering building a new freeway system but it is unlikely that 
construction will begin in the near future. 


During 1983, Taiwan had a 7 percent debt/service ratio (exports of 
goods and services minus factor income divided into total interest 
and principal payments for long-term loans) and continued to enjoy 
an excellent international credit rating. At the end of 1983, 
Taiwan's total outstanding external debt was $8.4 billion, minnie 
to net foreign assets of nearly $14 billion. Long-term loans drawn 


in 1983 totaled $1.8 billion, a 5.2 percent decline from the $1.9 
billion drawn in 1982. 


Early in 1984, the authorities attempted to reduce foreign currency 
borrowing in general. Convinced that rapid accumulation of net 
foreign assets is encouraging an unhealthy tendency towards 
inflation, the authorities instructed stated-owned enterprises not 
to take short-term foreign loans. In May, the Central Bank (CB) 
went a step further by publicly encouraging both state-owned and 
‘private firms to repay quickly both long- and short-term foreign 
loans and to take new loans in NT dollars. This policy has 
adversely affected the business of U.S. bank branches in Taiwan and, 
if continued, will sharply reduce the inflow of long-term foreign 
loans in 1984. Because of the authorities’ efforts and the fact 
that interest rates in the United States have been much higher than 
those in Europe and Japan, loans drawn from the United States 
dropped 68.9 percent from $620 million in 1982 to $193 million in 
1983. The United States, which had provided 32 percent of Taiwan's 
foreign currency loans in 1982, supplied only ll percent of these 
loans in 1983. 





Taiwan's offshore banking system officially began operations in July 
1984. Although only a few banks have actually joined the system to 
date, the authorities estimate that the system will earn $23 million 
in revenues in 1984-1985. 


Inflation, Money and Interest Rates 


Prices were stable in 1983 and have remained steady over the first 
four months of 1984. The wholesale price index (WPI) rose 0.5 
percent and the consumer price index (CPI) dropped 1.2 percent in 
1983; the WPI and CPI both have risen less than 2 percent through 
April 1984. 


This stability is threatened by two factors: the current crisis in 
the Persian Gulf and the rapid overexpansion of Taiwan's money 
supply (M-2), engendered by the expanding trade surplus. First, 
almost 85 percent of Taiwan's oil imports are sourced from the Gulf 
area; deterioration in the present situation could affect prices in 
Taiwan immediately and radically. Second, growth in M-2 averaged 
over 18 percent (annual rate) for all of 1983, with excess bank 
reserves standing at NT$4.2 billion by year's end. M-2 has 
continued to grow by an annual rate of nearly 20 percent and excess 
bank reserves totaled more than NT$18 billion as of April 30, 1984. 
Rapid expansion in the money supply raised the specter of inflation 
in the minds of the Taiwan authorities while simultaneously forcing 
bankers into a profit-squeezing spiral. Excess money on hand led 
banks to engage in cut-throat competition that engendered steady 
declines in interest rates for commercial paper and, finally, an 
across the board reduction of interest rates for NT dollar deposits 
and loans. The prime interest rate (the minimum rate for loans of 
less than one year) was adjusted from 8.5 percent to 8.25 percent in 
May, the lowest prime rate in Taiwan's history. 


Taiwan hopes to shrink the money supply by stemming foreign capital 
inflows rather than by reducing the trade surplus or by raising 
interest rates and bank reserve requirements. The authorities have 
taken measures to forestall inflation, including the March directive 
instructing state-owned enterprises not to take short-term foreign 
currency loans and the May announcement that neither state-owned nor 
private enterprises should take additional short- or long-term 
foreign loans. The CB also issued treasury bills in an attempt to 
soak up excess currency through open market operations. 


Foreign Trade 


Taiwan's total exports were $25.1 billion for 1983, a 13.2 percent 
increase over 1982 values. Taiwan's tremendous export performance 
in 1983, growing from minus 2 percent in the first quarter to 





22.4 percent in the last quarter, became even stronger in 1984, with 
exports surging 31 percent to $9.23 billion and export orders 
received increasing 25 percent through April. Export momentum 
should be maintained throughout 1984. 


Taiwan's major export items, accounting for about 60 percent of 
total exports, are electronic/electric items, textiles (including 
apparel), machinery, sporting goods and footwear. Taiwan's evolving 
industrial structure has realigned the relative importance of these 
major export lines over the past five years. The most conspicuous 
change came in 1983 when the electronic/electric industry supplanted 
the textile industry as Taiwan's leading export industry. 


Textile exports, worth $4.46 billion in 1982, grew a mere 3.2 
percent, to $4.60 billion in 1983 yet its percentage share of 
Taiwan's total exports dropped from 20.1 percent to 18.4 percent 
during this period. Electronic/electric exports, worth $3.91 
billion in 1982, increased a substantial 24.1 percent in 1983 to 
$4.86 billion and their share of exports rose from 17.6 percent to 
19.3 percent. Machinery and footwear also assumed growing 
importance in 1983. Machinery's share of total exports grew from 
8.4 percent ($1.86 billion) in 1982 to 9.2 percent ($2.32 billion) 
in 1983 and footwear rose from 7 percent ($1.56 billion) to 7.7 
percent ($1.93 billion) over this period. 


After showing no sizeable gains until the third quarter of 1983, 
Taiwan's imports, worth $18.89 billion in 1982, climbed 7.4 percent 
to $20.29 billion in 1983. Import growth for the first four months 
of 1984 was only 12.9 percent ($6.74 billion), much less than the 
first quarter's 31 percent export growth. Raw materials and 
industrial intermediates are Taiwan's major imports, accounting for 
about two-thirds of import volume; machinery purchases amount to 
about one quarter of imports. Crude oil, Taiwan's largest import 
item, was valued at $4.09 billion in 1983 or 20 percent of Taiwan's 
total imports. 


The relative strength of export growth compared to import growth has 
added to Taiwan's massive trade surplus. The surplus stood at $4.84 
billion by the end of 1983, an increase of about 46 percent over 
$3.32 billion in 1982. Over the first four months of 1984, the 
trade surplus was $2.58 billion, more than two and a half times the 
size of the $1.14 billion total for the same period in 1983. 


Taiwan exports will continue to gain throughout 1984. Most of the 
island's export markets, especially the United States which takes 
almost half of Taiwan's exports, are enjoying greater purchasing 
power as the global economic recovery strengthens. Taiwan's 





imports will increase, but at a slower rate than exports; Taiwan 
can substitute many locally produced industrial materials, such as 
steel products and machinery, for imports. AIT/T's estimates that 
in 1984 exports will rise 30 percent to $32.66 billion and that 
imports will grow 25 percent to $25.3 billion. Taiwan will register 
another record trade surplus of $7.36 billion, 50 percent more than 
1983's surplus of $4.84 billion. 


U.S.-Taiwan Trade 


U.S.-Taiwan trade continues to assume growing importance for both 
parties. Taiwan was the United States' 15th largest export market 
and 7th largest trading partner in 1982. In 1983, the island moved 
up to become the United States' 12th largest export market and 6th 
largest two-way trading partner; Taiwan ranked as the United 
States' 6th largest source of imports in both years. The United 
States was Taiwan's largest two-way trading partner, largest 
purchaser and second largest supplier. The United States purchased 
45 percent ($11.3 billion) of Taiwan's exports in 1983, increasing 
its share from 39.4 percent in 1982, and supplied 23 percent ($4.6 
billion) of Taiwan's imports, declining slightly from its 1982 level 
of 24 percent. The United States' trade deficit with Taiwan bloated 
by 60 percent to $6.7 billion in 1983. In the first four months of 
1984, Taiwan exported $4.48 billion worth of goods to the United 
States (a 53.5 percent rise) and imported $1.63 billion of U.S. 


products (a 21.8 percent increase) thereby realizing a trade surplus 
of $2.85 billion with the United States, an imbalance 80 percent 
larger than the surplus for the same period in 1983. AIT/T 
estimates that U.S.-Taiwan trade will reach $21 billion for 1984 and 
that the bilateral trade imbalance may reach $9.8 billion. 


Taiwan has attempted to reduce its excessive reliance on the 
American market but, to date, has failed to diversify sufficiently 
into other markets. Taiwan exports to the United States are taking 
an increasing percentage share of the island's total exports and 
have risen steadily from 39.4 percent in 1982, to 45 percent in 
1983, and to 48 percent in the first four months of 1984. Taiwan's 
continued dependence on American sales is, in part, because the U.S. 
market remains relatively open to Taiwan imports while numerous 
other markets, especially those in Europe, remain less accessible to 
Taiwan goods. Also, the economic recovery in the United States has 
maintained its strength, but the recovery in Taiwan's other markets 
has been somewhat sluggish. Lastly, the strength of. the U.S. 
dollar, to which the Taiwan dollar is closely linked, makes Taiwan 
goods competitive in the United States but comparatively expensive 
elsewhere. The following comparison of export data for 1982 and 
1983, respectively, indicates the magnitude of growth Taiwan has 





enjoyed in the U.S. market; electric and electronic items increased 
from 50.5 percent to 57.2 percent ($2.77 billion), textiles from 
34.6 percent to 38.2 percent ($1.76 billion), machinery from 47.1 
percent to 53.4 percent ($1.24 billion), footwear from 60.3 percent 
to 64.2 percent ($1.24 billion), sporting goods from 62.5 percent to 
63.7 percent ($0.96 billion) and plywood and furniture from 41 
percent to 49.3 percent ($0.61 billion). 


AIT/T estimates that Taiwan exports to the United States will total 
$15.4 billion in 1984. Taiwan sales in the United States were 
valued at $11.3 billion in 1983, a 29.4 percent increase over their 
1982 value; exports to the United States for the first four months 
of 1984 totaled $4.48 billion (a 53.5 percent increase over this 
period in 1983). Export orders from the United States increased 
46.5 percent ($5.8 billion) over the first four months of 1984 
-compared to 25 percent growth in worldwide orders received- and had 
a 55.5 percent share of total export orders received in the first 
four months of 1984, compared to 47.4 percent for the same period in 
1983. All indications are that Taiwan will continue to concentrate 
its trade activity on the U.S. market throughout the year. 


The United States exported $4.65 billion worth of goods to Taiwan in 
1983, gaining 1.8 percent over the 1982 value. U.S. exports climbed 


21.8 percent to $1.63 billion over the first four months of 1984 but 
Taiwan's markets remain relatively closed due to its continued 
protectionist policies. Taiwan's import duties average 3l percent 
and a 10 percent valuation uplift remains in effect; de facto import 
bans, employed to protect domestic industry, exist for a number of 
items. Although the Board of Foreign Trade (BOFT) removed or 
liberalized restrictions on many import items in late 1983 and early 
1984, most of these items have very weak market appeal in Taiwan 
and are still subject to high tariffs. In addition, the relative 
strengths of the United States and Taiwan dollars from January 1982 
to March 1984 render U.S. goods even less competitive with local 
manufactures and Japanese imports. 


The United States' major exports to Taiwan. are agricultural 
products, chemicals, machinery and electric/electronic items. In 
1983, Taiwan imported $3.27 billion worth of goods in these four 
categories representing approximately 70 percent of total U.S. sales 
to Taiwan; in the first quarter of 1984, U.S. exports to Taiwan in 
these categories were valued at $0.87 billion, a 73 percent share of 
total U.S. sales to Taiwan in this period. AIT/T estimates U.S. 
exports to Taiwan will reach $5.6 billion for 1984, a 20 percent 
gain over 1983 sales. 





Since 1978, Taiwan has dispatched eight "Buy American" missionsas a 
manifestation of its good intentions to reduce the trade imbalance 
with the United States. Taiwan plans to send four such missions to 
the United States in 1984. Two missions will purchase industrial 
and agricultural products, the third will be a special buying 
mission to Alaska and the fourth, to be organized by department 
stores and tentatively scheduled to visit the United States in 
August or September, will be a consumer goods buying mission. in 
May, the authorities announced that import duties on 30 selected 
consumer items would be lowered in order to make merchandise 
purchased by the consumer goods mission more competitive in Taiwan. 


Last February, the authorities indicated that they would consider 
lowering import duties on consumer goods in general. In early 
August, the Taiwan authorities announced that tariffs would be 
reduced on 113 items specifically identified as of export interest 
to American workers, firms, and farmers. The tariff reductions 
provide significant new export opportunities for wood products, 
semi-processed leather goods, chocolate confectionery and selected 
agricultural goods and indicate progress in liberalizing cosmetics, 
and selected paper, film and personal hygiene products. 


Trade with Japan and Europe 


Japan, Taiwan's largest supplier and its second largest buyer, is 
the island's second most important trading partner. In 1983, 
imports from Japan totaled $5.6 billion, 27.5 percent of Taiwan's 
total imports; exports to Japan totaled $2.5 billion, only 9.9 
percent of the island's total exports. Taiwan suffers a chronic 
trade deficit with Japan. This gap grew 29 percent in 1983 to $3.11 
billion and in the first four months of 1984 increased 20.6 percent 
to $0.88 billion with Taiwan exports to Japan climbing 43.2 percent 
to $1.07 billion and imports from Japan rising 32 percent to $1.95 
billion. AIT/T projects Taiwan's trade deficit with Japan will 
expand 25 percent to $3.93 billion in 1984 and expects Taiwan 
exports to Japan to increase 45 percent to 3.57 billion and imports 
from Japan to grow 34 percent to $7.5 billion. 


Japan benefits from its proximity to Taiwan, which reduces the cost 
of its goods and enables the Japanese to provide quick after-sales 
service. The Japanese also have extensive contacts in Taiwan's 
business community. Japan has successfully exploited these 
advantages through good marketing techniques and flexibility in 
product design and equipment installation. Japanese trading 
companies, by exploiting their dual status as vendors and buyers, 
offer very attractive financing (important to smaller Taiwan 
manufacturers) when selling their capital goods. 
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Taiwan's dependence on Japan for machinery and industrial 
intermediates inhibits any effective, long-term action to reduce the 
island's chronic trade imbalance with Japan. The authorities’. 
selection of Japanese firms as partners in automobile and truck 
joint ventures reinforces Japan's strong economic position in 
Taiwan. Taiwan imposed import bans on 1,500 Japanese consumer items 
in early 1982 but partially relaxed the restrictions only six months 
later and then almost totally eliminated the ban by year's end. 
Nonetheless, the temporary ban helped Taiwan shrink its 1982 trade 
deficit with Japan by 36 percent. After the visit of Japan's first 
"Buy Taiwan" mission in November 1983, Taiwan's Executive Yuan 
announced that future import bans would require cabinet approval for 
enactment and thus effectively stymied any new anti-Japanese import 
restrictions, 


Taiwan's two-way trade with the European Community (EC) grew 5.5 
percent in 1983 as exports to the EC increased 7 percent to $2.48 
billion and imports from the EC rose 3.7 percent to $1.89 billion. 
Compared to Taiwan's total worldwide trade performance, Taiwan's 
trade activity with the EC in 1983 was somewhat weak (10.5 percent 
two-way trade growth, 13.1 percent growth in exports and 7.4 percent 
growth in imports). In the first quarter of 1984, Taiwan's exports 
to the EC increased 16.1 percent to $0.64 billion, a more rapid rise 
than the average export growth rate for all of 1983, but still less 
than Taiwan's overall export growth of 34.1 percent for the 

quarter. During the first quarter of 1984, Taiwan imported goods 
worth $437 million from the EC, a drop of 1.8 percent. In light of’ 
the overall 1l percent increase in Taiwan's total imports this 
relatively small growth rate reflects the fluctuating pattern of 
Taiwan's efforts to cultivate trade with the EC. Taiwan-EC trade 
will likely remain depressed throughout 1984. AIT/T estimates that 
Taiwan exports to the EC will grow 15 percent to $2.85 billion and 
imports from the EC will inch up 5 percent to $1.99 billion in 

1984. Taiwan will enjoy a trade surplus of $0.86 billion, about 47 
percent the 1983 total. 


The high points in Taiwan's courtship of the EC came in 1980-1983. 
Taiwan agreed to buy two submarines from the Netherlands in 1980, 
contracted with France to buy four airbuses in 1980 and 1981, held a 
major exhibition of European products in 1981 and dispatched two 
"buy European" missions in 1981. Eight European banks located in 
Taiwan during the period 1980-1984 and three Taiwan banks opened 
offices in Europe from 1981-1983 (one each in London, Frankfurt and 
Paris). Eleven unofficial European trade offices were set up in 
Taipei from 1976-1983 and China Airlines established regular air 
services, on a reciprocal basis, to Luxemburg in 1982 and to 
Amsterdam in 1983. Taiwan's economic relations with the EC began to 





sour in 1983 when China Airlines was unable to obtain landing rights 
in England and France and Taiwan's requests for additional 
submarines sales were denied. 


Labor 


Taiwan has a young, well-educated and highly productive labor 

force. Nearly 55 percent of the labor force has graduated from high 
schools or other institutions of higher learning and only 6 percent 
are classed as illiterate. Over the years 1974-1983, labor 
productivity has increased 129 percent, a much higher growth rate 
than found in the United States, Japan, South Korea or various 
developing economies. 


Unemployment is low. Only 2.71 percent in 1983, unemployment had 
slipped to 2 percent by April 1984. The sector with highest 
unemployment is found among recent graduates in the two age groups 
15-19 and 20-24 and among individuals just released from military 
service. Average unemployment rates were 6.6 percent for 15-19 year 
olds and 6.5 percent for 20-24 year olds in 1983. Taiwan's 
vocational training and placement system is effective in helping to 
relieve unemployment problems. The lowest unemployment rates for 
the 15-19 and 20-24 age groups were registered after the public 
employment office arranged jobs for more than two-thirds of all job 
seekers in these categories, 


Taiwan is not totally without labor problems; wage levels are 
rising steadily and the pool of skilled workers is shrinking. Over 
the ten year period 1974-1983, manufacturing wages have increased at 
an annual rate of 14.2 percent, as compared to 8.7 percent for the 
United States (1974-1980) and 10 percent for Singapore (1973-1982), 
but lower than 17.5 percent for Japan (1974-1980) and 24.7 percent 
for South Korea (1974-1980). Due to its higher labor costs, Taiwan 
is gradually losing its competitive edge in labor-intensive 
industries to other developing economies and as a result is now 
attempting to restructure its economy along technical- and 
capital-intensive lines. However, Taiwan lacks the requisite 
skilled technicians to effect this shift in its economic base. The 
CEPD has released a survey stating that the annual shortfall of 
college educated technical manpower will exceed 3,000 persons and 
that the shortage of engineers with graduate or higher degrees will 
be 1,500 persons per annum until the end of 1991. Both domestic and 
foreign companies compete fiercely for personnel; some American and 
European ventures are unable to find adequately qualified engineers 
or technicians with doctoral degrees despite their offer of very 
handsome employment packages. 
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Taiwan prohibits strikes; the rare labor dispute is arbitrated by 
the labor authority. The minimum wage, guaranteed by a basic wage 
law, was raised from $83 (NT$3,300) to $142 (NT$5,700) a month in 
May 1983 and will rise to $154 (NT$6,150) in July 1984. The average 
monthly wage for most industrial workers is over twice the 
legislated minimum wage. 


After a tortuous ten year process, during which representatives from 
industry, labor, the administration, and the Nationalist Party all 
played a role, the Labor Standards Law was approved by the 
Legislative Yuan on July 19, 1984. The law's 86 articles will 
provide protection for an estimated 3.06 million workers (70 percent 
of the private sector work force) in the agriculture, forestry, 
fishing, mining, manufacturing, construction, electric energy, 
transportation, warehousing, and communications fields. Existing 
regulations only cover factory and mine workers. The major 
provisions of the law set standards in wages, overtime pay, 
severance pay, back pay, working hours, protection for health and 
welfare, retirement, and minimum age for workers. In each of these 
categories the new provisions are more liberal than the regulations 
currently in effect. Non-compliance fines have been stiffened. 


Investment Opportunities 


Taiwan, with its well-developed infrastructure of highways and 
railroads, five international seaports, two international airports 
and a well-educated, disciplined workforce, offers many 
opportunities for profitable investment. Wages are rising but labor 
productivity has kept pace and labor costs remain low comparative to 
European and U.S. standards. Taiwan encourages foreign investnent, 
especially in strategic industries, and offers investment incentives 
such as tax holidays up to five years, accelerated depreciation, 
low-interest loans, and duty rebates or deferrals on imports of raw 
materials. Investment is actively encouraged in high technology 
fields such as telecommunications, computers, electronic equipment 
and machine tools, but is discouraged or restricted in sectors 
having “sufficient" numbers of local producers, such as home-use 
sewing machines, household items and general consumer goods. Firms 
investing in Taiwan, even in encouraged industries, are subject to 
export and local content requirements on a case-by-case basis. 


Implications for the United States 


Although recent import liberalizations have somewhat brightened 
prospects for U.S. exports to Taiwan, substantial tariff and 
non-tariff barriers to U.S. trade and services remain. Taiwan may 
seek to increase purchases of American capital goods and services 
for major projects as a means of reducing the trade imbalance. The 
best prospects for U.S. exports to Taiwan lie in supplying imports 
for Taiwan's strategic industries’ development. 





Major projects of primary interest to U.S. suppliers are the Taipei 
Metropolitan Rapid Transit System, Taiwan Power Company's (TaiPower ) 
fourth nuclear power plant and computerized electricity distribution 
system, and China Petroleum's construction of an LNG receiving 
facility. Other promising projects include airport development in 
the Taipei, Taichung, and Kaohsiung areas, grain handling facilities 
in Kaohsiung and Taichung harbors, expansion of Taiwan Sugar's pork 
processing plant in southern Taiwan, the International 
Telecommunications Administration's planned trans-Pacific cable 
system, the Taiwan Tobacco and Wine Monopoly's proposed new brewery 
and winery, and new aircraft for China Airlines. 


Best prospects for U.S. exports continue to lie in high technology 
areas such as computer and minicomputer systems, sophisticated 
computer peripherals, office automation equipment, analytical and 
scientific instrumentation, high-tech electronic components, 
automatic production equipment (robotics), pollution controls, 
telecommunications and medical equipment. 


U.S. exports are impeded by high import duties calculated on a CIF 
basis with a 10 percent value uplift added prior to duty 
calculation. Recent tariff reductions on some items do not go far 
enough to effect a general import liberalization. Although some 
progress has been made in the area of trademark protection, 
commercial counterfeiting remains a serious problem. Draft patent 
and copyright laws are still pending before the Legislative Yuan and 
little movement has been made toward passage of an unfair 
competition law. 


Major Projects 


Strong economic recovery in late 1983 and early 1984 has led to 
reactivation of many of Taiwan's major projects. Taiwan's public 
enterprises intend to invest $2.54 billion in FY-1985; many of these 


planned investment projects offer excellent opportunities to U.S. 
suppliers. 


U.S. suppliers may benefit from TaiPower's numerous investment 
plans. For instance, TaiPower intends to automate completely its 
transmission control systems. Estimated costs for computerization 
and automation of the electricity generation, distribution, 
transmission and transformation systems will be about $400 million 
over a 12 year period. About $240 million of the total cost will be 
spent on foreign equipment procurement; foreign design and 
engineering expenditures may amount to $800,000 for preliminary 
design only. Also, TaiPower may seek to set up a technical 
assistance joint venture with foreign consultants. TaiPower's 
fourth nuclear power plant may get underway before 1985. 





Construction costs for the project should total $4 billion. Another 
plan calls for an engineering enhancement project for TaiPower's 
second nuclear power plant. In addition, TaiPower wants to expand 
its electric power generating capacity in its third transmission and 


sub-station project to install 2,100 circuit kilometers of electric 
cable. 


The Taipei Metropolitan Rapid Transit (MRT) project is the initial 
step in a larger scheme to build subway systems in Taiwan's three 
major cities: Kaohsiung, Taichung and Taipei. At present, only the 
Taipei project is active. Foreign equipment needs for phase one of 
the Taipei MRT will cost about $75 million. A West German firm was 
awarded the final design for submerging an existing railroad trunk 
line. Award of the Taipei underground central terminal design is 
expected sometime in mid-1984. The central terminal's 
telecommunications systems, signaling equipment, automatic ticketing 
machines, elevators, escalators, environmental control systems and 
MRT workshop machinery will all be sourced abroad. Bids for this 
equipment will be tendered in mid-1985. Phase two of the Taipei MRT 
involves the design and construction of 117.7 kilometers of urban 
routes and 22.3 kilometers of suburban routes. Foreign equipment 
needs for phase two will total about $325 million and bidding on the 
final design will be held after project funding is approved. 


China Petroleum Corporation (CPC) will invest $775 million in the 
construction of a liquefied natural gas (LNG) receiving terminal in ‘ 
Hsinta and in the construction of related inland transportation 
systems, storage facilities and long-distance gas supply pipelines. 
CPC also requires LNG gasification equipment. In addition, the 
FY-1985 budget calls for construction of 27 new gasoline stations 
and a liquefied petroleum gas receiving and distribution facility. 
The project is scheduled to begin in July 1984 with a tentative 
completion date of June 1990. Total costs are estimated at $230 
million. Technical assistance, either on a turn-key or joint 
venture basis, may be sought from foreign consulting firms. Storage 
tanks, compressors, pumps, gasification equipment, valves and gas 
supply pipelines will be foreign-sourced; -equipment costs are 
estimated at over $500 million. 


Taiwan plans to invest over $50 million in a ten-year program to 
automate air traffic control service in the Taipei flight 
information region involving airport facilities in Taipei, Taichung 
and Kaohsiung. U.S. best prospects lie in flight information 
service systems, voice communication switching systems and terminal 
radars. Other aviation projects include the Civil Aeronautics 
Administration's (CAA) appropriation of $17 million for warehouse 
construction and installation of facilities to establish Chiang 
Kai-shek International Airport as a major international air cargo 





transshipment center and to develop the airport's air-sea 
transportation services. The Kaohsiung airport plans to invest 
about $2.5 million in a project to set up an international air cargo 
transshipment center for the Asian-Pacific Region; foreign 
equipment and computer software procurement for this project will 
begin in early 1985. The Kaohsiung airport plans also to build 
another runway, install additional lighting systems and buy new 
ground and air navigation equipment. 


The Kaohsiung Harbor Bureau (KHB) will build an 80,000 ton grain 
handling facility. Project costs for the grain silo are estimated 
at $28.5 million and construction should begin in late 1984 and be 
completed by mid-1987. The project will be on a turn-key basis. 
KHB will finance most of the cost from its own revenues, with some 
help from the provincial authorities. KHB plans to install 
state-of-the-art computerized control and conveyer systems and is 
very interested in new safety and dust control equipment. 


The Taichung Harbor Bureau (THB) plans to construct a 60,000 ton 
grain handling facility with annual handling capacity of 1.3 million 
tons. The project will cost $20 to $23 million and will be built 
from July 1, 1984 to June 30, 1987 possibly on a turn-key basis. 
Foreign equipment needs are estimated at $13.4 to $15.4 million. 
Computerized central control systems, grain moving systems, 
unloaders, 40 to 50 feet work towers and approximately 40 grain 
Silos (40 feet tall and 8.5 feet in diameter) are potential THB 
purchases for the project. 


The International Telecommunications Administration (ITA) is 
planning to construct a trans-Pacific cable system that will connect 
two existing submarine cable systems, one linking Taiwan, Hongkong 
and Singapore and the other linking Singapore and Europe. The ITA 
recently signed a joint venture to lay another submarine cable 
between Australia, Indonesia and Singapore and also plans to 
construct a trans-Atlantic submarine cable system. 


Other major projects with potential for U.S. involvement include: 


The Taiwan Sugar Corporation's new $8 million pork 
processing plant. Bids for cutting and freezing systems 
and wastewater control equipment will be tendered in July 
or August 1984. 


The Taiwan Tobacco and Wine Monopoly Bureau's $385 million 
investment to relocate seven plants and to increase 
production capacity. Brewery bottling equipment, filter 
presses and a wine bottling plant will be imported. 





Taiwan Fertilizer Company's construction of a liquefied 
ammonia storage and transportation facility project and the 
merging of its first and second plants in Keelung. 


The Taiwan Salt Works' mechanization of its salt drying 
field. 


The CAA's allocation of $42 million to aid China Airlines 
(CAL) in establishing a global air service network. CAL 
may buy or lease at least one passenger aircraft and one 
freighter aircraft. Final decisions on the type of 


equipment to be acquired and the means of acquisition may 
be made later in 1984. 


Best Prospects for Increasing U.S, Exports 


High technology areas hold the best prospects for U.S. sales to 
Taiwan. In addition to their equipment's reputation for high 
quality standards and the authorities’ "Buy American" policy, U.S. 
firms benefit from Taiwan's strategic industries program which gives 
numerous incentives to local manufacturers who import advanced 
technology and sophisticated foreign designs. 


Taiwan's market for computer systems should continue to expand at an 
annual rate of 25 percent over the next five years. U.S. firms are 
still the leading suppliers with a 67 percent market share. The 
technological superiority of U.S. computers should allow them to 
retain at least a 50 percent share of the Taiwan market through 
1988. Although Japanese minicomputer systems fare well in Taiwan, 
by the year 1990, Japanese computers are expected to be competitive 
only in the low-end market. Minicomputers and small computer 
systems for the private sector will have the greatest market 
potential. Other major prospective buyers of computer systems are 
financial institutions, hospitals and the communications and 
transportation sectors. Demand for U.S. software systems and 
sophisticated peripherals should continue to be brisk. 


The market for analytical and scientific instruments is growing at 
an annual rate of is percent, a direct response to increased public 
and private sector interest in developing science and technology. 

An estimated 85 percent of future market needs will be imported. 
Precision instruments, with a 20 percent average annual growth rate, 
should have the highest market potential. The high quality of U.S. 
products ensures a strong demand despite high import costs. The 
United States should retain about a 50 percent market share through 
1988. Other promising areas for U.S. suppliers are electronic 
instrumentation to measure and detect ionizing radiation, electronic 
measuring and analyzing instruments and automated control 
instruments. 





Import demand for automatic equipment and high-tech components will 


grow apace with Taiwan's electronic industry as it moves towards 
automated electronic assembly and more sophisticated product lines. 
Primary import prospects are in sophisticated electronic production 
test equipment and components. Growth in these markets is projected 
to be 20 percent annually over the near future. 


The Directorate-General of Telecommunications, which proposes to 
expand existing services and to introduce new communications 
networks, requires sophisticated telecommunications equipment; most 
of this advanced equipment will be imported. Data-transmission 
facilities, videotex, teletex systems and circuited switching 
equipment are the most promising areas for U.S. firms. 


Demand for pollution control instruments will rise steadily. 


Taiwan's increasingly complex and serious environmental problems are 
viewed with growing concern by both the public and the local 
authorities. As a result, Taiwan is bolstering its anti-pollution 
efforts. State-run enterprises and private firms are encouraged to 
equip production facilities with pollution control devices. U.S. 
Suppliers should concentrate on small- and medium-scale air and 
water pollution control equipment suitable for small- and 
medium-sized private manufacturers. Traditionally, Japanese 
suppliers have stressed small- and medium-scale devices and have 
enjoyed large shares of private sales. U.S. suppliers still 
dominate the market for state-run enterprises, because most Taiwan 
engineers prefer U.S. specifications, are expected to remain 
dominant in this sector. 


About 90 percent of the medical equipment used in Taiwan is 
imported. Plans to expand both public and veterans' general 
hospitals open up new opportunities for U.S. firms to sell 
large-scale computerized, electronic and precision medical equipment 
systems. U.S. manufacturers currently are the leading suppliers of 
cardiology, pulmonary and ophthalmalogical equipment. Because the 
larger hospitals tend to buy American medical equipment, U.S. 
companies should be able to capture a large share of this market. 


The American Trade Center in Taipei will hold four “best prospects" 
shows in 1984-1985: Electronic Industry Production & Testing 
Equipment (8/84), Business Efficiency Systems (9/84), AMPRO Taichung 
(10/84) and Health:Care (3/85). 


Market Access 
American exports still face considerable tariff and non-tariff 


barriers to the Taiwan market. Taiwan employs a customs valuation 
uplift of 10 percent added to the CIF value of imported goods. 
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American exports did benefit slightly in 1983 from an uplift 
reduction from 15 to 10 percent; a further reduction to 5 percent 
is expected in 1984. Taiwan hopes to eliminate the uplift in 1985, 
concurrent with implementation of a proposed value added tax. Under 


a 1978 trade agreement, Taiwan is committed to best efforts to phase 
out the uplift within 5 or 6 years. 


Tariff reductions in 1983, resulting from past agreements, were 
minimal and customs duties remain high in general. Many common 
consumer goods and luxury items face tariffs as high as 100 
percent. Some imports having excessive tariffs are machinery, word 
processors, home and kitchen articles and packaged foodstuffs. 


The import liberalization program continued into 1984. Restrictions 
on several hundred items were relaxed and some tariffs were lowered 
on selected import goods. As mentioned earlier, the authorities 
intend to lower duties on a few select consumer items as part of 
Taiwan's "consumer buying mission" package and have reduced tariffs 
on 113 items which will particularly benefit the United States. 


Taiwan places protectionist, non-tariff barriers against imports of 
a number of goods and services. De facto import bans are 
implemented either by administrative order or by the simple 


expedient of denying import permits. A sampling of U.S. exports now 
subject to bans or severe limitations include some agricultural 
products, chemicals, industrial intermediates and pharmaceuticals. 
Barriers to services also exist. Despite some progress in 1983, 
many constraints remain on foreign banks, insurance companies, 


trading companies, shipping companies and other services 
organizations. 


Conditions underlying the market access complaints of U.S. exporters 
of pharmaceuticals and other health-related products are basically 
unchanged. USFDA safety standards and certifications are not 
accepted; vitamins and other non-prescription drugs are subject to 
strict registration and labeling procedures that, in some cases, can 
serve as trade barriers. Although, the BOFT is reviewing a proposal 
to reduce the number of import regulations and approving agencies to 
permit large hospitals to import Western drugs directly, the 
remaining constraints on medicinals will continue to obstruct access 
to the Taiwan market. 





Commercial Counterfeiting 


Taiwan has taken the first steps to control the counterfeiting 
problem in response to intense pressure from abroad and the 
realization that success in attracting foreign technology depends on 
a serious commitment to protect intellectual property. Some 
improvements in the intellectual property climate have been made; 
the BOFT now requires that there exist proof that a Taiwan exporter 
holds the rights to the trademarks on any goods before export 
permits are issued. In addition, in several recent legal cases, the 
Taiwan courts recognized the right to register computer software 
under the existing copyright law. 


Despite these improvements, commercial counterfeiting remains a 
serious problem on Taiwan. The authorities have made little 
progress in drafting an unfair competition law and have not moved to 
broaden the scope of patent protection for chemicals and 
pharmaceuticals, even where improvements could be made by 
administrative action, not requiring legislative approval. In 
addition, Taiwan's registration procedures and the lack of 
translation rights weaken the protection for U.S. copyrights. 


Legal procedures required to obtain a conviction in Taiwan's courts 

are often complex and time consuming and sentences for convicted a, 
counterfeiters tend to be light. Taiwan has not yet acted on its . 
commitment to establish a special administrative court for 

prosecuting patent and trademark cases nor has Taiwan passed an 

unfair competition law. The drafts of the revised patent and 

copyright laws are still under consideration in the MOEA, the 

Executive Yuan and the Legislative Yuan. 


During 1983, the authorities concentrated on consolidating past 
progress rather than on taking new legislative initiatives. Early 
in 1983, the Anti-Counterfeiting Committee (ACC) created an 
enforcement team to act on complaints received from firms alleging 
patent, trademark or copyright infringement and to examine suspected 
counterfeiting cases forwarded by the local customs authorities. 
Based on the investigation results, the ACC either refers cases to 
the courts for prosecution or to the BOFT for administrative 


action. When charges cannot be substantiated, the ACC dismisses the 
case. 


Official anti-counterfeiting efforts were augmented by the 
Anti-Counterfeiting Committee of Industry and Commerce (ACCIC), a 
private sector group of 25 prominent business and industrial leaders 
created on March 20, 1984 by the Chinese National Federation of 
Industries and Taiwan's Chamber of Commerce. The ACCIC's stated 
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purpose is to aid the authorities in the fight against 
counterfeiting, to promote business ethics and the concept of 
industrial property protection and to educate the business community 
and the public about trademarks, patents and the need to protect 
property rights. 


A series of recent decisions indicate that the Taiwan courts are 
observing a 1983 non-binding interpretation made by the Judicial 
Yuan, based on the 1946 Treaty of Friendship, Commerce and 
Navigation, that an unregistered U.S. firm may bring private 
litigation of a civil or criminal nature against Taiwan firms 
allegedly engaged in commercial counterfeiting activities. Taiwan's 
new draft copyright law contains a provision that would guarantee 
unregistered U.S. firms access to the Taiwan courts and the new 
draft patent law and an amendment to the trademark law include 
Similar provisions. Several U.S. firms recently won criminal and 
civil suits against local copyright and patent infringers, 


A second round of consultations on intellectual property rights 
protection was held in April, 1984 as a follow-up to the 1983 
AIT-CCNAA consultations. The discussions focused on the draft 
copyright law, inadequacies of scope of protection under the patent 
law and the problem of enforcing existing trademark and patent 


laws. The Taiwan authorities agreed to consider certain measures to 
increase the patent protection given to chemical and pharmaceutical 
products. The unfair competition law and adequate enforcement of 


existing legislation were two issues where a lack of progress was ‘ 
evident. 
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